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ESTIMATING THE SUPPLY OF MORTGAGE FUNDS 


HILE there is no up-to-the-minute ticker on mortgage statistics, it is as 
\ \ / clear as spring water that the tide of mortgage activity is ebbing. Col- 
laterally there is a growing shortage of mortgage money which is arous- 
ing concern, generally, among mortgage bankers, builders and Realtors. De- 
monetizing the longest term non-bank eligible government debt through the issuance 
of a new type of Treasury bond paying a higher rate of interest, and the unpegging 
of the government security market, has created a condition detrimental to the mar- 
keting of Federally insurea and guaranteed housing loans. With interest rates re- 
maining unchanged on FHA and VA mortgages, the spread between the return on the 
mortgage and the yield on the bond has been thinned to such an extent that the re- 
turn on the mortgage is not attractive to many institutional lenders. Several of the 
big life insurance companies have practically withdrawn from the market and we 
understand that the outflow of commitments from that vast reservoir of mortgage 
money, which is New York, has been reduced to almost a trickle. The old maxim 
that “it takes money to make the mare go” fits the current mortgage situation like 
water running over rocks in a New Hampshire brook. 


As you started to read this bulletin we presume many questions came to your 
mind concerning the extension of mortgage credit and other facets of the economy 
germane to the unsettled conditions now prevailing in the housing market. Before 
you read any further I probably should admit right now that for most of your ques- 
tions I do not have the answers. I have some points of view and that’s about all. 


Of the primary factors which influence investing institutions in their attitude 
toward the extension of mortgage credit one of the most important is the availa- 
bility of funds. This is strikingly manifest at the present time. Following is a 
conspectus of the major institutional lenders and the supply of new money each might 
reasonably be expected to have available for financing mortgage loans during the 
year. These estimates, after all, are but guesses, my guesses. However, they 
will be clean-cut -- no alibis. 


LIFE INSURANCE COMPANIES) 000 During 1950, the legal reserve life in- 
’ b 


surance companies provi 0, 000 towards the year’s capital needs of 
the nation, according to the Institute of Life Insurance. Of this huge sum, $4, 900, - 
000, 000 was invested in real estate mortgages. For the 12 months ending March 31, 
1951, the increase in mortgage holdings was $3, 680, 000, 000. It is of interest to 
note that real estate mortgages represented 82 per cent of the gain in admitted 
assets. For the same period government bonds, due or callable in one year or later, 
were liquidated to the tune of $3, 349, 000, 000, reducing the long-term portfolio by 
22.5 per cent. It is clearly apparent that mortgages have been a powerful lodestone 
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for investment. However, the dominating question in considering life insurance com- 
panies is how much new money they will have for investment during the year. 


On May 2 the Treasury disclosed that insurance companies had converted $3, - 
338, 2277, 000 out of total holdings of $3, 473, 000, 000 exchangeable bonds into the new 
non-marketable 2-3/4 per cent bonds. In all probability this puts a large amount of 
potential mortgage money into “cold storage” for a long time. 


For the year ending March 31, 1951, the pay-offs and amortization on outstand- 
ing mortgage loans of the life companies amounted to $1, 785, 000, 000, in round fig- 
ures, and these receipts combined with the increase in assets brought the new money 
total to approximately $6, 225, 000, 000, which is in sharp contrast to last year’s $11, - 
700, 000,000. This is the first time in nearly two decades that life companies have 
had to figure out where the money is coming from before they make an investment. 


Accurate figures of what the life insurance companies have in the way of out- 
standing mortgage commitments are not obtainable, as far as I know, but I am quite 
confident that the magnitude of their commitments has been exaggerated in some of 
the estimates which have been made. Tentative commitments which may undergo 
revision from month to month, or might be abrogated entirely, should not be in- 
cluded in an estimate of firm commitments that definitely must be met. Estimating 
the total commitments of the life companies without adequate statistics is like sail- 
ing on a foggy sea without a compass, but, from confidential information I have and 
some personal research, it is my opinion that of the effective investment fund of 
approximately $6, 225, 000, 000 there is now committed for mortgage loans from 
$3, 500, 000, 000 to $4, 000, 000,000. This would leave about $2, 500, 000, 000 for all 
classes of investments during the remainder of 1951 without resorting to the sale of 
other security holdings. 


Because of substantial commitments the temporary pressure for funds for im- 
mediate processing of loans had been urgent with some of the larger companies, but 
I happen to know that several of these companies are in an easier position now than 
they were a few months ago. There are companies whose outstanding loan commit- 
ments are not causing them undue concern at this time, while there are others who 
have withdrawn completely from the mortgage field for an indefinite period. 


However, I believe that many of the life companies intend to exert every effort to 
make mortgage loan funds available to their established correspondents but under an 
adjusted program made imperative by present market conditions. The immediate 
outlook is such that bonds may be regarded with more favor than mortgages for the 
investment of available funds, but life insurance companies are not going to throw out 
the baby with the bath water and quit mortgage loans as a medium of investment. 


COMMERCIAL BANKS . . . Since 1947 the commercial banks have shown a net 
increase in time deposits of less than $1, 000, 000,000. For 1950 there was a de- 
crease of $88, 000,000, but despite this loss the commercial banks increased their 
mortgage portfolio $865, 000,000. Mortgages represented about 34.5 per cent of 
time deposits, the highest percentage of record, at least during the past 30 years. 
National and State banks have the legal right to increase their mortgage holdings con- 
siderably, but I have reason to believe that many of the banks have as large a port- 
folio as they want in the current situation and are reluctant to accept loan applications 
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in any volume. Last year, when their appetite for loans was keen, they made on 
home mortgages alone a total investment of $3, 363, 000,000. Commercial banks are 
highly sensitive to adjustments by the government in its fiscal policies, and the re- 
cent changes in the security market have affected their attitude toward the extension 
of mortgage credit. The favorable bond yield is a cogent factor as clipping coupons is 
far easier than servicing mortgages. While commercial banks will undoubtedly take 
care of the mortgage needs of their regular depositors, I cannot see them as sub- 
stantial mortgage financers under existing conditions. However, holding to the con- 
cept that it is believed to be sound for a bank to expect to reinvest in mortgages the 
major portion of its amortization and mortgage pay-offs, it is probable that the com- 
mercial banks might have in the neighborhood of $1, 000, 000, 000 for real estate loans 
this year. There is also a possibility that they might withdraw from the mortgage 
business entirely . . . I consider it remote. 


.VINGS AND LOAN ASSOCIATIONS . . . According to the statistics of the Fed- 
eral Savings and Loan Insurance Corporation the 5, 980 savings and loan associa- 
tions operating throughout the country in 1950 showed total assets of $16, 925, 000, 000, 
a gain in assets of $2, 303, 000, 000 over the previous year. Since mortgage loans of 
$5, 200, 000, 000 were made during 1950 while the mortgage portfolio expanded $2, - 
100, 000, 000, a figure of $3, 100, 000, 000 may be derived as an approximation of 
“total pay-offs and amortization” of mortgage loans held. This figureyincludes can- 
cellation of construction loans which were replaced by permanent financing, as well 
as a few foreclosures. During the year savings capital increased by $1, 567, 000, 000, 
which added to approximate “pay-offs and amortization” gives a preliminary total 
of available investment funds of $4, 667, 000, 000. 


However, there was in the loans in process account, at the close of 1950, a bal- 
ance of $393, 000, 000 representing the undisbursed balance of loans previously closed 
and in the mortgage account of the associations. Deducting this amount from $4, - 
667, 000, 000 leaves $4, 274, 000, 000 of funds available for new mortgage loans. 


There is no source of over-all information on the outstanding mortgage commit- 
ments of savings and loan associations. However, the large volume of home con- 
struction that was under way in 1950, and the then existing financing competition, 
leads to the assumption that many of the bigger associations had to make substantial 
concrete commitments to purchase mortgages. Hence, it is a logical guess that the 


estimated money available cannot all be allocated to the financing of new loans during 
the current year. 


The savings and loan associations, both Federal and State, are not hobbled by 
limitations on the size of their mortgage portfolios nor are their net worth require- 
ments as unpliant as the banks’. Consequently they can earn a larger return on 
money invested. Moreover, they are numerous, active and aggressive in all parts 
of the country. For several years past about one-third of all home mortgages have 
been made by savings and loan associations and they are confident of another good 
year in 1951, providing consistently high wages and employment continue. 


MUTUAL SAVINGS BANKS . . . The mutual savings banks showed a smaller gain 
in deposits for 1950 than they did in 1949. The difference was $150, 000,000. But 
with a smaller gain in deposits of $738, 000, 000 they increased mortgage holdings 
$1, 560, 000, 000, or 24 per cent, as compared with a gain of $896, 000, 000, or 16 


a= eee 
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per cent in 1949. This extraordinary excess of increase in mortgage holdings over 
the sum of deposit gain and retained earnings was provided largely by paring down 
the portfolio of government bonds $567, 000,000. At the end of February the total 
mortgages held by the savings banks had risen to $8, 283, 000,000, representing 
36.8 per cent of total assets . . . the highest proportion since 1942. 


Until a few months ago savings banks were “climbing over each other to get 
loans, ” but this red hot activity has now been cooled by the winds of adversity. Fol- 
lowing the dip in deposits for 1950 as compared with 1949, the first quarter of 1951 
showed an increase in deposits of only $20, 000, 000 as contrastedwith a gain of $320, - 
000, 000 for the same period last year. The conversion of $1, 252, 055, 000 exchange- 
able 24 per cent government bonds into the new 2-3/4’s has put into “deep freeze” 
a substantial sum of possible mortgage money, and government bonds materially 
below par can no longer be regarded as a reservoir of cash to draw on for the pur- 
chase of higher yield securities. All this leads to the opinion that savings banks 
must, for the present at least, look to internally generated sources (amortization, 
pay-offs and net deposit inflow) or the sale of securities, for funds to make commit- 
ments for the purchase of mortgages. 


As of April 1, 1951, the outstanding mortgage commitments of 88 per cent of the 
529 mutual savings banks stood at the impressive figure of approximately $1, 322, - 
819,000. It takes time to reappraise credit resources, and months to work off com- 
mitments. Therefore, it seems likely that the savings banks might be most reluc- 
tant to commit for new loans during the remaining months of this year. 


My calculations on the supply of mortgage funds lead to the conclusion that re- 
sources for the extension of mortgage credit are depleted but not wholly exhausted. 
But in the milieu of uncertainty over the mortgage situation the hard fact stands out 
that available mortgage money has gone into hiding awaiting a clarification of the 
market outlook. 


JOHNSON 











